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concerning the definition ot universal service or the method of collecting and distributing

universal service support.

(Aj USF. NYNEX mpports the implementation of separate mechanisms of high-

cost assistance for price cal LECs and rate of return LECs, and this support should be

limited to residential custor lers. The support amounts for eligible price cap LECs should

be calculated using a "prox . factors" system such as the Benchmark Cost Model

("BCM"). The BCM coulc be used to effectively target high-cost areas. It would be

consistent with price cap 0 incentive regulation, because it would not require carriers to

report actual cost data. It li'ould allow carriers equal treatment regardless of whether they

were incumbents or newer trants or whether they maintained large or small study areas,

and it would allow portabiJ ty of support. The subsidy amounts that would be developed

through the BCM would bi competitively neutral, since any eligible carrier, as defined in

Section 214(e) of the Act, ould receive the same payment as an incumbent LEC for

serving a customer in the s, me area.

Rate of return carri, ~rs should be allowed to use actual study area costs. The BCM

may be satisfactory for a C,' mer that serves a wider geographic area, as any

overestimation in some are lS will be offset by underestimation in other areas. However,

such a model may not accLJately portray the costs of a carrier that serves only a limited or

a smaller area, and this COli d cause financial harm to small carriers.

(Bj DEM. DEM Vv ~ighting does not satisfy the requirements of the Act that

support for universal servi( e be "explicit" and that all telecommunications providers
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contribute on an "equitable md nondiscriminatory" basis 22 The DEM weighting program

should be restructured by n moving the revenue requirements associated with it from

smaller LECs' interstate s\\ tched access rates, and by recovering those costs through an

explicit federal fund 23

(C) LTS. LTS is anI ther form high-cost assistance; it is a fund paid by LECs that

are not members of the NE'A common line pool to members of the pool.24 The LTS

program is not consistent \II lth Section 254 It does not support the definition of core

universal service, as it is de.igned to help small LECs maintain lower carrier common line

(CCL) charges, which only ,lffects rates for interexchange service. Therefore, LTS should

be eliminated, and the NEC ~ pooling LECs should recover these costs directly through

their CCL charges. 25

(D) Funding the Prlgrams. High cost support should be funded by all interstate

telecommunications carrier Under Section 254, there should be individual funds, such as

funds for schools, low inco ne subscribers, and for high cost areas, but the revenues for

these funds should be colk ted through a single mechanism. The funding mechanism

should be competitively neltral; it should not favor one technology, service, or company

over another. ContributiOl s for the Federal fund should be based on interstate retail

revenues. Each contributo 's interstate universal service payment should be based on its

22 See 47 U.S.c. Sections: 54(b)(5), 254(b)(4), and 254(e).
23 See NYNEX Comments a pp. 9-10
24 See Sections 69.105, 69 }03, and 69.502
25 See NYNEX Comments (I pp. 23-25
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percentage of total interstat ~ retail revenues. The Commission should specify a surcharge

that all interstate carriers w mId apply to their interstate retail customers' bills.26

28. What are the potential advantages and disadvantages of basing the payments to
competitive carriers on :he book costs of the incumbent local exchange carrier
operating in the same srrvice area?

Ifthe Commission ( efines a LEC's "service area" as the current study area, which

typically includes all ofthe£C's exchanges in a state, using the book costs of the large

LECs to determine univers; I service support payments to the CLECs would result in

windfall profits to the CLE· 'So This would occur because the CLECs typically concentrate

their initial efforts in dense .Irban areas that have loop costs that are significantly below the

state-wide average. 27 For t xample, in New York, which has state-wide loop close to the

national average, loop cost in urban areas are about 72% of the national average, and

those in suburban areas are about 87% of the national average. 28 Therefore, providing

high cost support to CLEC , based on the LEC study area average loop cost would exceed

the amount of support that chose carriers need to provide universal service. It would also

distort competition, becaus ~ the LECs would have a continuing obligation to serve the

high cost areas while comp~ting with subsidized CLECs in the lower cost areas.

26 See NYNEX Comments a pp.23-25.
27 For small LECs, which ae currently outside the price cap system, their smaller study
areas reduce the ability of tle CLECs to target low cost customers in a study area.
Therefore, the Commissior should use the LEC book costs to determine support levels for
non-price cap LECs. See ;!nswer to question No 27
28 See Chart 1 supra
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Ifthe Commission a lopted a proxy model, such as the BCM, it could target

support levels to costs in in lividual Census Block Groups ("CBGs"). Because CBGs are

small, the costs within a CF G should not vary significantly29 Therefore, the LEC-based

SCM costs could be used t , calculate support for CLECs provided that they offered

universal service thrOUghOl. the CBG in the same manner as the LEe.

29. Should price cap co mpanies be eligible for high-cost support, and if not, how
would the exclusion ofiJrice cap carriers be consistent with the provisions of section
214(e) of the Communi,,;ations Act? In the alternative, should high-cost support be
structured differently fo r price cap carriers than for other carriers?

The price cap LEC~ should be eligible for high-cost support. Since the

Commission has decided in Docket 96-98 to remove most of the access charge revenue

stream from the rates for til bundled network elements, the price cap carriers will need

universal service funds to r' place the contribution from access charges that they have used

to support affordable servil e to high cost areas.

If the Commission, ecides to provide high-cost support for price cap carriers, the

support should be structunl differently for these carriers than for non-price cap carriers.

See answer to question No 27 The Commission could use the BCM as a means of

identifying areas served by )rice cap LECs that are likely to have higher-than-average

costs. The BCM is both te ~hnologically and competitively neutral, as it does not rely on a

company's actual costs of roviding service. The SCM treats carriers equally, regardless

29 The BCM also shows the t costs vary significantly even among CBGs within the same
wire center. Thus, basing \ ost support on costs by wire center would still provide CLECs
with an incentive to serve J rimarily the low-cost CBGs in a wire center.
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of the size of the area serve I and regardless of whether they are incumbent LECs or new

entrants. In addition, the Be 'M allows for portability of the subsidy among eligible service

providers. As such, the mo, el should be used to calculate universal service support for

price cap LECs providing' ;ore" services to residential customers in high-cost areas.

The BCM assumes hat the Commission will not disturb the current sources of

revenue that the LECs use 0 provide residential and business services. Both price cap

LECs and rate-of-return LJ Cs rely on the contribution from access services, vertical

features,30 and other high-n argin services to maintain universal service at affordable

prices. NYNEX's previous proposal to establish relatively high Benchmark Cost

thresholds for determining he amount ofuniversal service support that a LEC would

receive for a particular are,! assumed that the Commission would not disturb these sources

of contribution. However, he Commission's decision in Docket 96-98 to require the

LECs to offer unbundled nt twork elements under Section 251 (c)(3) of the Act based on

total element long run incn mental cost ("TELRIC") plus a portion ofjoint and common

costs31 will remove much I f the contribution that the LECs currently rely upon to

maintain affordable local e> change rates. This will occur for two reasons. First, the

TELRIC methodology, eVfl after addition ofjoint and common costs, is likely to result in

prices that are well below t Ie current level of state and interstate Local Switching access

30 In a recent speech to the ~ational Association ofRegulatory Utility Commissions,
Chairman Hundt stated tha the cost ofvertical features is about 5 cents per month.
However, the State commi,sions have priced vertical features at several dollars per month
in order to maintain affordc ble rates for basic telephone service.
.1\ See FCC News Release,:C Docket No. 96-98, Report No. DC 96-75, released August
I, 1996.



NYNEX Telephone Com )anies
Docket 96-45 Further Comments

August 2, 1996
Page 26 of 49

charges. Second, the Comr tission has decided to allow the LECs to apply the carrier

common line charge and three fourths of the transport interconnection charge to carriers

that purchase switching as n unbundled network element only until the Commission

completes the earlier of (1) 'he universal service and access charge reform investigations;

(2) the date that aLEC recI ives authority to provide in-region interLATA service; or (3)

June 30, 1997 Thus, the n venues from these elements, as well as the shortfall in the

unbundled price for switchl 19, will either have to be recovered through the universal

service fund, or through ac, ess charge reform, or both If these shortfalls were not

recovered, it would undern me the ability of the LECs to maintain their current service

levels to high-cost areas an I to residential customers in all areas.

30. Ifprice cap companies are not eligible for support or receive high-cost support on
a different basis than ot rler carriers, what should be the definition of a "price cap"
company? Would companies participating in a state, but not a federal. price cap plan
be deemed price cap co mpanies? Should there be a distinction between carriers
operating under price C,lpS and carriers that have agreed, for a specified period of time,
to limit increases in son Ie or all rates as part of a "social contract" regulatory
approach?

For interstate unive sal service purposes, price cap LECs should be defined as

those carriers that are not 1 nder rate of return regulation in the interstate jurisdiction per

Section 61.41 (a), and as de tined in the Price Cap Performance Review for Local Exchange

Carriers. 32

32 See CC Docket 94-1 rele ased April 7, 1995 paragraph 33 ("The LEC price cap plan is
mandatory for the largest 1 ECs, the seven Regional Bell Operating Companies (RBOCs)
and GTE. It is optional fOJ other LECs. If a company elects price caps, all of its affiliated
companies, with the except ion of any average schedule affiliates, must also become price
cap carriers. Those LECs ~lecting price caps include United Telephone, Rochester
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Companies that pan icipate in a state price cap or incentive regulation plan but that

are not price cap carriers in the interstate jurisdiction should not be classified as "price cap

carriers" for purposes of de ermining eligibility for high-cost support. Such carriers are

still basing their interstate r tes on their costs, and their ability to maintain service in high

cost areas may require uni\ ~rsal service funding based on their book costs.

31. If a bifurcated plan! hat would allow the use of book costs (instead of proxy costs)
were used for rural corr panies, how should rural companies be defined?

A rural company is ilready defined in the Act The Act defines a rural telephone

company as:

"[A] local exchangf carrier operating entity to the extent that such entity--

A) provide~ common carrier service to any local exchange carrier study
area thai does not include either:

, ) any incorporated place of 10,000 inhabitants or more, or any
Jart thereof, based on the most recently available population
~. tatistics of the Bureau of the Census; or;

, i) any territory, incorporated or unincorporated, included in an
I. rbanized area, as defined by the Bureau of the Census as of
.ugust 10, 1993,

B) provide~ telephone exchange service, including exchange access, to
fewer thm 50,000 access lines.

C) provide~ telephone exchange service to any local exchange carrier
study aT: ~a with fewer than 100,000 access lines; or

D) has less han 15 percent of its access lines in communities of more
50,000i n the date of enactment of the Telecommunications Act of
1996 ,,:'

Telephone, The Lincoln Teiephone and Telegraph Company, and Southern New England
Telephone.").
33 See Section 3 (47).
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If the above definiti, In of a rural carrier as specified in the Act is used, some rate of

return carriers may not quai ify as rural carriers. Therefore, the Commission should define

rural carrier for purposes 0 receiving universal service support as a carrier that is not

under price cap or any othe incentive form of regulation in the interstate jurisdiction.

Non-price cap LECs are ge lerally small LECs that serve rural areas, while price cap LECs

are large carriers that genel illy serve both rural and urban areas. 34

32. If such a bifurcated approach is used, should those carriers initially allowed to use
book costs eventually tl ansition to a proxy system or a system of competitive bidding?
If these companies are I. ransitioned from book costs, how long should the transition
be? What would be the basis for high-cost assistance to competitors under a
bifurcated approach, both initially and during a transition period?

Carriers that use bo )k costs should transitioR on a flash cut basis, to a proxy

system when their form of 1terstate regulation changes from rate of return to price caps

or another type of incentiv( regulation.

Under a bifurcated tpproach, CLECs should be eligible for the same amount of

universal service support a~ the incumbent carrier serving the area in which the CLEC

operates. In other words,l areas served by price cap LECs, the competitor will be

eligible for support at level determined by the proxy system; and in areas served by rate

of return LECs, the compe ltor will be eligible for the same assistance per line as the

incumbent LEe.

33. If a proxy model is \Jsed, should carriers serving areas with subscription below a
certain level continue t<, receive assistance at levels currently produced under the RCF
and DEM weighting sUlsidies?

34 See NYNEX Comments CC Docket 80-286, October 10, 1995 at p 18.
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No. The whole poi' It of a proxy system is that it would provide a consistent level

of support for all LECs ser ing high cost areas. It would provide assistance based on

high-cost areas rather than tigh-cost companies; and it would encourage recipients of

assistance to control their c )sts, because the level of assistance would not increase as their

costs increased. In a broad ~r sense, it would be consistent with the Act's regulatory trend

towards non-cost-based f01 ms ofregulation. 35 Moreover, it is unlikely that the NYNEX

SCM methodology would ,rovide less high cost assistance to price cap LECs than the

current RCF mechanism. 36 It is for this reason that NYNEX proposes that any additional

funding should be reflected in a reduction in interstate and state access rates.

Proxy Models

34. What. if any, programs (in addition to those aimed at high-cost areas) are
needed to ensure that insular areas have affordable telecommunications service?

To ensure that inswir areas have affordable telecommunications service, the

Commission should providt targeted universal service funding for high-cost, insular areas.

Low income customers she ;lld continue to benefit from existing assistance programs, such

as the Lifeline and Link-up America programs. These programs have been effective in the

past in promoting subscribt rship. However, they may need to be enhanced to

accommodate the effects 0 increased competition in the local exchange market??

-------_._- -

35 See NYNEX Reply Comments CC Docket 80-286, November 9, 1995 at p 9.
36 See NYNEX Comments, ~xhibit A.
37 S ATVA TEX C . ... ee IV 1 IV, omments, 'p. 1 - 11.
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In addition, the Cor imission should rely upon other mechanisms, such as toll limit

services, toll blocking servi,es, credit limits, reduced service deposits, and debit cards, to

make telephone service ace :ssible to low-income customers in insular areas. This would

help the LECs to provide a cess to such customers as well as to help the customers avoid

disconnections for non-pay nent.

35. US West has .. ;tated that an industry task force "could develop a final
model process utilizing consensus model assumptions and input data" US
West comments at I). Comment on US West's statement. discussing potential
legal issues and practical considerations in light of the requirement under the
1996 Act that the ( ommission take final action in this proceeding within six
months ofthe}oint's Board's recommended decision.

No comment

36. What proposals, if any, have been considered by interested parties to
harmonize the differences among the various proxy cost proposals? What
results have been acbievedz

No comment.

37. How does a pr,>xy model determine costs for providing only the defined
universal service cor~ services?

Proxy model algori' hms are designed to calculate a proxy cost for providing

customers with access to tl e core universal services. For instance, if core universal service

is defined as voice grade 10 .:al exchange service, touch tone dialing, and access to other

services (see the answer to question No. 39 below), the proxy algorithms would include

loop costs and the costs of the local switch that are associated with local calls. Since the
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switch provides access to 0 her services, such as long distance calling, the costs of such

services do not need to be Ii leluded in the proxy algorithm.

38. How should a p.oxy model evolve to account for changes in the definition
ofcore services or in the technical capabilities ofvarious types offacilities?

Proxy models can b .' updated and improved to account for changes in the

definition of core services old advances in telecommunications and information

technologies. In fact, upda ed versions of existing proxy models have already been filed

with the Commission in thi· proceeding. Changes can be incorporated by including

additional cost algorithms, Ising LEC cost-to-investment ratios times the additional

investment needed to proVl Ie the additional services.

39. Should a pro\)' model account for the cost of access to advanced
telecommunications ..U1d information services, as referenced in section 254(b) of
the Act? If so, how ;hould this occur?

Proxy models shoul i not account for the cost of access to advanced

telecommunications and inl )rmation services. Under Section 254(c)(1)(B) of the Act,

universal service is defined is telecommunications services that are subscribed to by a

substantial majority of resie ential customers. Advanced services, such as Internet access

service, data transmission l apability, ISDN, optional Signaling System Seven features, or

blocking of such features, l nhanced services, and broadband services are not subscribed to

by a majority of customers It this time. A proxy model should include the costs of the

following"core" universal ;ervice features; (1) voice grade residential service with the

ability to place and receive ~alls; (2) single party service: (3) touch-tone dialing; (4)
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directory listing; (5) access LO local and long distance toll calling; (6) access to operator

services; (7) access to erne) gency (911) service; (8) access to Telecommunications Relay

Service. These services w( uld provide the loop and switch facilities that a customer

would need to subscribe to advanced services. The Commission should consider advanced

services as part of its "evoling" definition of universal service under Section 254(c)(1). 38

40. If a proxy model is used, what. if any, measures are necessary to assure
that urban rates and rates in rural, insular, and high-cost areas are reasonably
comparable, as reqUl'-ed in Section 254(b)(3) of the 1996 Act.

The State regulator . commissions have traditionally taken the lead in ensuring that

rates for local telephone se vice are comparable in urban and rural areas. A proxy model,

like the BCM, should be m .~d as a backstop for State efforts to support affordable rates.

The BCM would promote he statutory objectives of providing support to rural and high

cost areas at rates that are omparable to rates in urban areas, which are generally less

costly to serve, and of enSli ri.ng that rates for telephone service are "affordable" in high

cost areas. Under Section'.54(f) of the Act, the States can supplement the interstate

universal service funding IE' leis with state universal service funds to ensure that the rates in

rural and urban areas are c, mparable

Because proxy mor els are based on hypothetical costs, and because they do not

represent the actual amoun of costs that a LEe or other carrier incurs to provide service,

they should not be used to levelop a "reasonable" state-wide average price for local

exchange service. Proxy m· ldels are very good at identifying areas that are relatively more

38 See NYNEX Comments, ) 12.
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costly to serve than other a eas. Therefore, they are useful in targeting universal service

support to the truly high cc' ;t areas. However, they are not accurate enough to develop

appropriate rate levels for 1 :lephone service in urban and rural areas. That responsibility

should remain with the Stal ~s.

41. How should support be calculated for those areas (e.g., insular areas and
Alaska) that are not ncluded under the proxy model?

A major portion of t' lese insular areas and Alaska are served by rate of return LECs,

which should not be include( in a proxy model -- their support levels should be based on their

actual costs. A proxy model ;hould only be used for price cap LECs, which generally are the

largest LECs. A well-desigr ed proxy system may be satisfactory for a LEC that serves a wider

geographic area, as any over ~stimation in some areas will be offset by underestimation in other

areas. However, such a mo,· el may not accurately portray the costs ofa LEC that serves only

a limited or a smaller area, a! ,d this could cause financial harm to small LECs. To the extent

that insular areas and Alaska are served by price cap LECs, they should be included in a proxy

model.

42. Will support calculated using a proxy model provide sufficient incentive to
support infrastructul e development and maintain quality service?

A proxy model can be a valuable tool in strengthening the ability of the LECs to

provide service to high-em areas as they face increasing competition in low-cost areas.

By targeting universal serv ce support to high cost areas, a proxy model would provide an

additional incentive for the LECs to invest in those areas. However, the price cap system
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would still provide the pritt ary incentive for the LECs to invest in the network, because

the LECs can share in the b~nefits of the productivity improvements that result from the

introduction of new techno ogies.

43. Should there be (ecourse for companies whose book costs are substantially
above the costs projected for them under a proxy model? If so, under what
conditions (for exarrl:ple, at what cost levels above the proxy amount) should
carriers be granted. waiver allowing alternative treatment? What standards
should be used wher considering such requests':>

No. The advantage of a proxy model, like the BCM, is that it would provide an

equitable level of support f ,r price cap LECs that serve high cost areas; it would provide

assistance to high-cost area, rather than to high-cost companies; and it would encourage

recipients of assistance to (mtrol their costs, because the level of assistance would not

increase as their costs increised39 Under NYNEX's proposal, the proxy model would be

limited to price cap carrier~ which are large companies that have the ability to attract

capital and to maintain qua Ity service for all customers. Therefore, they do not need

additional support above d e level developed through the proxy model.

44. How can~ oxy model be modified to accommodate technological
neutrality?

A proxy system ShOl Id not be biased in favor ofa particular technology. Instead, the

model should approximate tl ·e cost for a price cap LEC to provide 'core" services to a high-

cost area by using the most, fficient technology currently available. An example ofthis is the

Benchmark Cost Model n e BCM avoids technological bias by estimating the loop

39 See NYNEX Reply Comnents, CC Docket No 80-286, filed November 9, 1995, p. 9.
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investment needed to serve each Census Block Group as if a LEC were constructing a

completely new network usil g current technologies For both feeder and distribution plant, the

model applies either copper i 'lcilities or fiber-based facilities on a least-cost analysis. The

model can be updated as ne' technologies are introduced and as supplier prices change.40 It

may be appropriate to includ ~ wireless technology in those very remote areas where the cost of

wireline facilities is extremel', high.

45. Is it appropriall~ for a proxy model adopted by the Commission in this
proceeding to be subject to proprietary restrictions, or must such a model be a
public document?

If the Commission; dopts a proxy model in this proceeding, it must be a publicly

available document In adc Ition, an interested parties in this proceeding must have an

opportunity to run and ana' ,/ze the model and its results, and be able to readily obtain the

documentation of the mod•.

46. Should a prof{) model be adopted if it is based on proprietary data that
may not be available for public review?

No. In order to avr id bias and data anomalies, a proxy model should rely only on

data that are publicly availClJle.

47. If it is determined that proprietary data should not be employed in the
proxy modeL are there adequate data publicly available on current book costs
to develop a proxy ntodel? If so, identify the source(s) of such data.

40 See NYNEX Comments, ~C Docket No. 80-286, filed October 10, 1996, pp. 27.
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Public data sources nclude ARMIS Data, the Federal-State Joint Board

Monitoring Report, Statistl :s of Communications Common Carriers, and the annual Tariff

Review Plans

48. Should the matt:riality and potential importance of proprietary infonnation
be considered in evaillating the various models?

A proxy model shol ld not employ a LEe's proprietary information.

Competitive Bidding

49. How would high-erst payments be determined under a system of competitive
bidding in areas with nt competition?

50. How should a bidding system be structured in order to provide incentives for
carriers to compete to .~ lIbmit the low bid for universal service support?

51. What. if any, safe8!'ards should be adopted to ensure that large companies do not
bid excessively low to t rive out competition?

52. What safeguards shmld be adopted to ensure adequate quality of service under a
system of competitive J I.dding?

53. How is collusion av )ided when using a competitive bid?

54. Should the StructUf' of the auction differ if there are few bidders? If so, how?

55. How should the Co:nmission determine the size of the areas within which eligible
carriers bid fOf universal service support? What is the optimal basis for determining
the size of those areas, n order to avoid unfair advantage for either the incumbent
local exchange carriers )r competitive carriers?

Answers to 49 thro 19h 55.

NYNEX does not ~ lpport use of a bidding system to determine the level of

interstate high-cost suppor Such a system would be difficult to administer, especially if

the Commission determine! high-cost support levels by CBG. Depending on the
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benchmark cost level that tie Commission adopts as a threshold for determining whether a

CBG is eligible for support the number of CBGs could vary from a few thousand to over

100,000. Competitive bidd'ng for that many areas would be a very time consuming and

expensive undertaking. Ah ,), competitive bidding would not necessarily represent a better

method of identifying the a' nount of support that is needed in each high-cost area. It

would create large variatiol s in the amount of support that is directed at each area

depending on the level of c Impetition and the business objectives of the bidders.41

Benchmark Cost Model ( BCM)

56. How do the book costs ofincumbent local exchange carriers compare with
the calculated proxy costs of the Benchmark Cost Model (RCM) for the same
areas?

We cannot quantify the difference between the BCM cost estimates and aLEC's

book costs, since the BCM calculates the loop and local switching costs for providing

basic residential service at I 1e CBG level, and the incumbent LECs do not have book costs

at the CBG level. Howevet as a general matter, BCM costs tend to be well below the

LECs' book costs, because 11e model is based on the hypothetical costs that a LEC would

incur if it were constructing completely new network using the most up-to-date technologies,

rather than on the LEC's act lal network investment, which reflects varied technologies and

vintages.

57. Should the BO'I/1 be modified to include non-wireline services? Ifwireless
technology proves It:ss costly than wireline facilities, should projected costs be
capped at the level p"edicted for use ofwireless technology?

41 See NYNEX Comments CC Docket 80-286, October 10, 1995, at p. 30.
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Yes. Where wirelei s technology could be used efficiently to provide residential

telephone service, it should be incorporated in a proxy model. In rural areas where

customers are widely dispe sed and very distant from the central office, wireless loop

technology may be a less c( stly alternative to a wireline facility. The BCM assumes that

wireline technology would Ie used for all customers. However, the BCM 2 submitted

recently by US West and S lrint applies a $10,000 cap on loop investment to take into

account the fact that wirek ;s loops would be more efficient above that level of

investment. 42

58. What are the advantages and disadvantages of using a wire center instead
of a Census Block Group as the appropriate geographic area in projecting
costs?

NYNEX supports ilentifying high cost areas on the basis ofUS. Census Block

Groups. The U.S. Census {lock Group ("CBG"), which contains, on average, about 400

household units, is a discre· ~t geographical unit used by the Department of Commerce in

its national population cemlS surveys. It is sufficiently small so as to allow the

Commission to target high;ost support to specific areas that have above-average costs.

The CBG could be applied lniformly to all providers of telecommunications service,

incumbents as well as com] etitors. In addition, it would not be administratively

burdensome to distribute I ';F support by CBG43

Costs to serve end ,ser customers may vary greatly over an exchange or wire

center or any other large gl ographic area due to terrain conditions and the distance an end

--------- _. -

42 See Ex Parte filing by 0', West and Sprint, CC Docket No. 96-45, dated July 3, 1996.
43 See NYNEX Comments CC Docket No. 80-286, filed October 10, 1995, p. 13.
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user may live from the serv ng central office. Even in smaller communities, there are some

areas where the cost to ser e subscribers are reasonable compared to urban areas, and

there are other areas that h ve costs many times that of urban areas. Accordingly,

determining support at the .maller CBG level better targets support to specifically defined

high cost areas by eliminati Ig some of the disparities in costs that can occur within a larger

area. Additionally, the use )f CBGs eliminates the implicit subsidy, inherent with a system

where costs would be aver, ged throughout an entire exchange or wire center, of one

group of subscribers by anI ther

59. The Maine PU .: and several other State commissions proposed inclusion
in the BCM of the costs of connecting exchanges to the public switched
network through the use of microwave, trunk. or satellite technologies. Those
commenters also prJposed the use an additional extra-high-cost variable for
remote areas not accessible by road. What is the feasibility and the advisability
ofincorporating the~e changes into the BCM?

Since the BCM is pimarily designed as a proxy for loop costs, it should not be

modified to include the cos s of connecting exchanges to the public switched network

through the use of microw; ve, trunk, or satellite technologies. However, since loop

facilities to some customer in rural areas may be served more efficiently by wireless

technology, the BCM 2 im )rporates a maximum investment of$10,000 per wireline loop.

This is based on the assum ltion that, above that leveL it would be less costly to provide a

wireless loop to serve the t. rJstomer.

60. The National Cable Television Association proposed a number of
modifications to the. BCM related to switching cost. fill factors, digital loop
carrier subscriber equipment. penetration assumptions, deployment of fiber
versus copper tecJl1ology assumptions, and service area interface costs.
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Which. if any, of the ..e changes would be feasible and advisable to incorporate
into the BCM?

The BCM 2 include; many of the proposed modifications that parties in this

proceeding, including the l' ational Cable Television Association, recommended in their

comments. However, the J'CM 2 does not include all of the recommended modifications.

According to the model de: Igners, US WEST and Sprint, the model enhancements in the

BCM 2 are designed to mee accurately reflect actual engineering practices in the

development of a local exc lange network Updating the switching module to include a

variety of switch sizes, a m~r adjustable copper/fiber breakpoint, and business lines in the

outside plant architecture, nd adopting a road buffer approach to address household

distribution assumptions, a e among the major BCM 2 enhancements that were noted as

areas of concern by the Na lonal Cable Television Association.

61. Should the support calculated using the Benchmark Cost Model also
reflect subscriber int:ome levels, as suggested-h-the Puerto Rico Telephone
Company in its com nents?

Yes. A significant Vel riable that should be included as part ofa long-term package of

high-cost funding is the inci; [sion ofa general economic needs test. This variable would

differentiate areas with low lcome levels from areas with above-average income levels. High

cost assistance should not al tomatically flow to subscribers just because they reside in areas

where it is more costly to pI lvide telephone service Society does not subsidize the price of

commodities for everyone il °espective ofincome, even when the commodities are considered

essential. The same principJ ~ should apply to telephone services. This would allow the
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Commission to limit the leve ofhigh-cost support while targeting it to areas where it is most

needed. An income test cou d also be used to narrow the reach of universal service funding,

thereby reducing the total si; e ofthe fund. 44 The benchmark cost estimated by BCM model

could be related to the avera~e income level in a CBG so that subsidies could be targeted to

lower income areas and excl Ide high income areas. 4S

62. The BCM appears to compare unseparated costs, calculated using a
proxy methodolog). with a nationwide local benchmark rate. Does use of
the BCM suggest that the costs calculated by the model would be
recovered only through services included in the benchmark rate? Does the
BCM require changes to existing separations and access charge rules? Is
the model designed to change as those rules are changed? Does the
comparison of moue! costs with a local rate affordability benchmark create
an opportunity f >r over-recovery from universal service support
mechanisms?

NYNEX proposes tile use ofa benchmark cost instead ofa benchmark rate. Use of

the BCM does not suggest 1 lat the costs calculated by the model would be recovered only

through services included in he benchmark cost. The benchmark cost should be used simply

to determine the level ofuniersal service support for a particular area. The universal service

funding for each area would be used to by the LEC to maintain its existing state and interstate

rates, or to reduce its rates i the BCM funding level exceeded the current level ofhigh cost

support in the interstate juri.- diction.

Ifthe Commission d~cided to use the BCM to provide high-cost support, existing

separations and access char! e rules would have to be updated. The Part 69 rules concerning

Long Term Support and the Part 36 Separations rules concerning DEM weighting and the

44 See NYNEX Comments, CC Docket No. 80-286, filed October 10, 1995, pp. 13-14.
45 See NYNEX Comments. CC Docket No. 80-286, filed October 10, 1995, note 40.
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existing universal seIVice fun I would have to be replaced with a funding mechanism based on

the BCM.

The comparison ofr lodel costs with a local rate affordability benchmark does not

create an opportunity for ov' r-recovery from universal seIVice support mechanisms. A

national cost benchmark wOllld be established to identifY CBGs with costs that are significantly

above average. The benclurrrk would be used to control the size ofthe fund and to target

support to areas that are trul 'high-cost. The difference between the cost estimate and the

benchmark would be the nUllber that would be subject to national funding, The actual

difference could be weightec by some percentage to reflect the fact that a company should be

required to recover some of .he difference through its own internal rate averaging. Therefore,

the company would not reCf ve the entire difference from the universal seIVice fund, but some

percentage of the differencf To the extent that funding from the new USF exceeded the

amount from the old USF, Vat amount would be used by the receiving LEC to reduce its

. II ~mterstate access rates, state lccess rates, or state to rates

63. Is it feasible ana/or advisable to integrate the grid cell structure used in the
Cost Proxy Model (CPM) proposed by Pacific Telesis into the BCM for
identifying terrain ard population in areas where population density is low?

No comment. An irdustry task force is looking into this issue.

Cost Proxy Model Propmed by Pacific Telesis

64. Can the grid cell Stl ucture used in the CPM reasonably identify population
distribution in sparsely· populated areas?

65. Can the CPM be m >dified to identify terrain and soil type by grid cell?

46 See NYNEX Comments. CC Docket No. 80-286, filed October 10, 1995, pp. 23-24.
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66. Can the CPM be us~:d on a nationwide basis to estimate the cost of providing basic
residential service?

67. Using the CPM, what costs would be calculated by Census Block Group and by
wire center for serving t rural, high-cost state (e.g., Arkansas)?

68. Is the CPM a self-ci mtained model, or does it rely on other models, and if so, to
what extent?

No comment to que~ tions 64 through 68.
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69. If a portion of the CCL charge represents a subsidy to support universal service,
what is the total amoum of the subsidy? Please provide supporting evidence to
substantiate such estimates. Supporting evidence should indicate the cost
methodology used to estimate the magnitude ofthe subsidy (e.g., long-run
incrementaL short-run 1:lcrementaL fully-distributed)

The CCL charge ha; three distinct categories of costs embedded in it. These costs

may be referred to as (1) L !'S; (2) Pay Phone; and (3) Base Factor Portion ("BFP").

The common line P ly Phone costs are interstate public pay phone costs that are

recovered through the CCI charge. These costs are being dealt with in CC Docket 96-

128, and they are not as si~ nificant as the common line Base Factor Portion.

The LTS program. nables the NECA pool members to maintain a CCL charge

equivalent to the CCL chaIse that would result if all LECs were members of the pool. The

LTS fund replaces the reVt' lUes lost to the NECA pool members in setting their CCL

charges at the nationwide ( quivalent rate. This amount is determined annually by NECA,

which informs each LEC o its obligations to contribute to the fund. In 1995, $44 million

ofNYNEX's CCL revenue; (out of a total of $423 million) represented LTS

contributions. See Chart 2 below

The CCL charge at ributable to the common line Base Factor Portion recovers the

revenue requirements for t Ie difference between the capped $3.50 single-line business and

residence end user comma I line ("EUCL") charge and the full monthly interstate loop

cost. It also recovers the d fference between the capped $6.00 multi-line EUCL rate and

the interstate full loop COS1 in the event that the loop cost is above $6.00 per month.
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The payphone and I TS portions of the CCL revenue stream clearly represent

inter-company or inter-sen ce transfers, and they are implicit subsidies that need to be

replaced under the Act

The remainder of th ..~ ceL charge represents nontraffic sensitive costs of providing

local loops. If the Commis.ion eliminated the CCL charge without increasing the EUCL

charge, then the LECs WOl ld not have sufficient revenues to recover their current

common line costs 47 This Nould have an impact on their ability to continue providing

loop services, especially in high-cost areas Therefore, if the Commission eliminated the

CCL charge, it would havt to allow another mechanism for recovery of these costs, either

through increases in EUCI charges, through other mechanisms, such as bulk-billing, or

through the universal serv' ;e fund. If the Commission did not want to increase the EUCL

charges, the most competi lvely neutral mechanism for recovering these revenues would

be the universal service fud.

In Chart 2, NYNE '( calculates the interstate loop cost, based on fully distributed

costs per the Commission -; Separations and Access rules.

-------_.- .._.

47 The Commission's dension in Docket 96-98 not to apply CCL charges to unbundled
network elements after Jt ne 30, 1996, or earlier, will also cause a revenue shortfall that
will have to be recovered through other mechanisms if the EUCL charges are not
increased. See answer te question No. 29 above.


